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BRITISH COLUMBIA
UTILITIES COMMISSION
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NUMBER G-75-10

TELEPHONE: (604) 660-4700
BC TOLL FREE: 1-800-663-1385
FACSIMILE: (604) 660-1102

web site: http://www.bcuc.com

IN THE MATTER OF
the Utilities Commission Act, R.S.B.C. 1996, Chapter 473, as amended

and
the Insurance Corporation Act, R.S.B.C. 1996, Chapter 228, as amended
and

A Filing by the Insurance Corporation of British Columbia
on the Report on Finding from the Independent Third Party Review of
ICBC’s Regional Claim Centres Financial Allocation and
Specified Financial Allocation Functions

BEFORE: AW K. Anderson, Commissioner
D.A. Cote, Commissioner April 22,2010
O RDER
WHEREAS:
A.  On November 26, 2009 Navigant Consulting Inc. (Navigant) filed with the British Columbia Utilities Commission

(Commission)and the Insurance Corporation of British Columbia (ICBC) its “Report on Findings fromthe Independent
Third Party Review of ICBC’s Regional Claim Centres Financial Allocation and Specified Financial Allocation Functions”
(ITP Report or NavigantReport). Navigant provided recommendations inits ITP Report thatincluded a more detailed
study in the near future to determine work effort percentages; and

Navigantwas the chosen Independent Third Party (ITP) followingthe Expression of Interestissued by ICBC. The ITP
followed the Revised Terms of Reference dated February 20,2009 as approved by Order G-31-09; and

By letter dated December 23, 2009, the Commission set out a process for letters of comments from pastinterveners
and ICBC on the analysis, findings and recommendations contained in the NavigantReport; and

On January 13,2010, the InsuranceBureau of Canada provided its comment on the NavigantReport. Subsequently, on
January 29, 2010, ICBC provided its reply submission;and

The Commission has reviewed the NavigantReport and the comments received.

NOW THEREFORE the Commission orders as follows:

1.

ICBC is directed to implement the Independent Third Party Report recommendations, subjectto anyadjustments
contained inthe Reasons for Decision attached as Appendix A to this Order.
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2. ICBCisdirectedto providea progress report to the Commission on the detailed work effort study by March 15, 2011.

3. ICBCisdirectedto filethe detailed work effort study by September 1,2011. Thereafter, an update of the detailed
study is to be filed within 24 months of a Commission Decision onthatfiling. Inaddition, another detailed study is to
be filed when significantbusiness changes occur or,atminimum, within 5 years from September 1,2011.

DATED at the City of Vancouver, inthe Province of British Columbia, this 30 day of April 2010.
BY ORDER
Original signed by:

AW K. Anderson
Commissioner

Attachment

Orders/G-75-10_ICBC- ITP Report Recommendations
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IN THE MATTER OF

A FILING BY THE INSURANCE CORPORATION OF BRITISH COLUMBIA
ON THE REPORT ON FINDINGS FROM THE INDEPENDENT THIRD PARTY REVIEW OF
ICBC’s REGIONAL CLAIM CENTRES FINANCIAL ALLOCATION AND
SPECIFIED FINANCIAL ALLOCATION FUNCTIONS

REASONS FOR DECISION

April 22,2010

BEFORE:

A.W K. Anderson, Commissioner
D.A. Cote, Commissioner
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1.0 INTRODUCTION

This Reasons for Decision records the Commission’s findings and determinations with regards to the Independent Third
Party (ITP) Report arising from Commission Order G-31-09 that approved the Terms of Reference for anITP Review of

Regional Claim Centres Allocation and Specified Allocation Functions.

1.1 The Filing

Inits reply submission dated January 29,2010, the Insurance Corporation of British Columbia (ICBC) proposes to startthe
work for a detailed work effort study as outlined inthe ITP Report, includingthe process of retaininganindependent third

party inFall 2010 and completingthe detailed work effort study with the Commission by Summer 2011.

1.2 Background

ICBC operates three lines of business in one integrated operation: Basic Insurance, Optional Insurance,and Non-Insurance.
The Commissionregulates Basic Insuranceonly, and therefore, ICBC must allocateits jointcosts between the three lines of
business to avoid cross-subsidization between the regulated (Basic Insuranceand Non-Insurance) and non-regulated
(Optional Insurance) operations. Fortunately, the bulk of ICBC's costs can be directly allocated to Basic Insuranceor
Optional Insurance. However, the jointcosts thatare not directly attributableto each line of business requires an

allocation methodology to fairly and efficiently allocate these costs.

Priorto regulationin 2002, ICBC completed a transaction costing model, which determined eleven transaction types, five
job categories and the original work effort percentages. In 2003 the transaction costingstudy was adopted as the basisfor

the Regional Claim Centres (RCC) cost allocation methodologyincludingten (not eleven) transaction types.

In2003, 2004, and 2007 the work effort percentages were updated to reflect business changes. In2006/2007,1CBC
undertook a major review of its RCC work effort study model and methodology, which was filed with the Commissioninlate

2007 (the 2007 Work Effort Study).

In February 2008, 1CBC and most interveners achieved a negotiated settlement of the RCC allocations. Commission Order
G-73-08 approved the negotiated settlement and directed ICBC to prepare andfileanapplicationforapproval ofa Proposal
Planfor the identification and selection of an ITP to review report on and make recommendations with respect to ICBC's

financial allocation methodology.

On October 31,2008, ICBC filed its Proposal Plan foran ITP Review. Commission Order G-167-08 established a workshop

for interveners to review the Proposal Plan. Followingtheworkshop process andintervener submissions, ICBCamended its

ICBC- Independent Third Party Report
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Proposal Planand by Order G-31-09, dated March 26,2009 the Commission approved a terms of reference for an TP

Review of Regional Claims Centres Allocation (RCCA) and Specified allocation functions (Terms of Reference).

NavigantConsultingInc. (Navigant) was retained to undertake the ITP Review. Navigantfiledits “Report on Findings from
the Independent Third Party Review of ICBC’s Regional Claim Centres Financial Allocation and Specified Financial Allocation
Functions” (ITP Report or NavigantReport) on November 26, 2009, attached as Appendix 1. The ITP Report includes

Navigant’s analysis, findings and recommendations.

13 Comment Process

By letter dated December 23, 2009, the Commissioninvited comments on the ITP Report from pastinterveners andalso
provided an opportunity for ICBC to comment on the ITP Report and reply to any intervener comments. The Insurance
Bureau of Canada (IBC) was the onlyintervener that provided comments inits submission dated January 13,2010. ICBC

providedits reply submission onJanuary29,2010.

Inits submission, IBCstates thatit can neither agree with nor endorse the ITP Report. IBCsubmits that the ITP Report does
not address its concerns with respect to the 2008 Negotiated Settlement and that the Commissiondirected process is
flawed by setting terms of reference that aretoo narrow. However, IBCdid providesome comments on the

recommendations containedinthe ITP Report.

ICBC inits submission supports theITP’s primary finding that the 2007 updated Work Effort Study resultsina fairand
equitableallocation of regional claimcentre costs between Basic Insuranceand Optional Insurance (ITP Report, p. 8). ICBC
generally supports the Navigantrecommendations regarding the approach for determining work effort percentages,

however, ICBC does takes issuewith some of the ITP Report recommendations.

2.0 INDEPENDENT THIRD PARTY REVIEW

21 The Approach

Navigantperformed anindependent validation of the regional claimcentre’s costallocation methodology inaccordance
with the Terms of Reference set out by the Commission (ITP Report, Appendix B). In coming to its conclusions, Navigant
reviewed previous filings tothe Commission and the history behind the work effort studies and conducted interviews with

15 individuals that participatedin the 2007 Work Effort Study.

2.2 The Findings

Navigantoutlines its various findings in section 2.0 Summary of Findings (ITP Report, pp. 2-3). Navigantconcludes that the

2007 Work Effort Study results ina fair and equitableallocation of RCC costs between Basic Insuranceand Optional

ICBC- Independent Third Party Report
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Insuranceandis “conceptually consistent with the state of the artembedded coststudies” (ITP Report, p. 14). Navigantis
of the opinion that the data supplied and utilized in the 2007 Work Effort Study was reasonable, appropriateand of the
same nature typicallyusedintransaction costing exercises. Navigantnotes that the 2007 Work Effort Study resulted in 66
changes to the work effort percentages which were reasonable,and that the 2007 revisions reflectthe evolving mix of

employees and the changes to their duties (ITP Report, pp. 2-3).

23 The Ten Transaction Types for Regional Claim Centres

Navigantreviewed ten RCC transactiontypes:six for Material Damage (MD) Files and four for Bodily Injury (Bl) Exposures.
Five of the ten transaction types (MD — Glass, MD Files —Comprehensive Total Theft, MD Files — Comprehensive Other, Bl
Exposures — Low Velocity Impact, and Bl Exposures — Non Represented) can be directly allocated. The remainingfive
transactiontypes areindirectly allocated to Basic Insuranceand Optional Insurance based on work effort and other proxies.

Table 1lists the ten transaction types.

Table 1: The Ten Transaction Types and Allocation Method

Transaction Type Allocation Method
1. MD Files —Glass Direct Allocation
2. MD Files —Customer Care Indirect Allocation
3. MD Files —Collision/Property Damage Indirect Allocation
4. MD Files —Comprehensive Total Theft Direct Allocation
5. MD Files —Comprehensive Other Direct Allocation
6. MD Files —Other Indirect Allocation
7. Bl Exposures —Low Velocity Impact Direct Allocation
8. BI Exposures —Non Represented Direct Allocation
9. Bl Exposures —Represented Indirect Allocation
10. Bl Exposures — Litigated Indirect Allocation

Navigantfound that the data supplied and utilized in the 2007 Work Effort Study was reasonable. Sincethe directly
allocated transactionstypes arebased on the underlyingdata, these directly allocated transaction types will notbe

discussed further. However, the five indirectly allocated transaction types arediscussed in the following section.

24 Proxies for the Five Transaction Types with Indirect Allocation

The five transaction types with anindirectallocation to Basic and Optional Insurancearediscussed further in the following
order: Bl Exposures — Represented, Bl Exposures — Litigated, MD Files — Collision/Property Damage, MD Files — Customer

Care, and MD Files — Other.

ICBC- Independent Third Party Report
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24.1  Transaction Types: Bodily Injury Exposures — Represented and Bodily Injury Exposures —
Litigated
Navigant noted that in 2006 only 0.17 percent of bodilyinjury exposures settled by RCC were above the $200,000 Basic
Insurancelimit. Anadditional 2.1 percent of Bl claims weretransferred to head office, anticipatingthe claimwould exceed
$200,000. Navigantfinds that the 5 percent allocation to Optional Insuranceis reasonable, given that onlya small number
of claims areabovethe Basic Insurancelimitand that the majority of work performed by RCC is spenthandlingthe primary
portion of these claims under Basic Insurance. Navigantrecommends thatin future, ICBC determine the number of claims

that exceed $200,000 and then double the percentage to determine work effort percentages.

Navigantwas asked to comment on whether there is a need to allocatea portion of work effort for claims settling under
$200,000 to Optional Insurance. Navigantvalidates thatthere is noneed to do sofor bodilyinjury represented or litigated,
sincethere is minimal to nil chance of exposure over the $200,000 Basic Insurancelimit. However, Navigant recommends
that ICBC apply the same proxy and work effort methodology to these transactionsas the|CBC methodology for BI
Exposures — Represented and Bl Exposures — Litigated settling over the $200,000 Basic Insurance limit, where there is
believed to be exposure over the $200,000 limitor where the transaction type is beingmonitored or investigated for

exposure, but ultimately settles below the $200,000 limit.

2.4.2 Transaction Type: Material Damage Files — Collision/Property Damage

For MD Files — Collision/Property Damage claims, ICBC attributes costs directly to either Basic Insuranceor Optional
Insurancewhere the allocationisclear. Incases where liability is contentious and itis nearly impossibleand/or too onerous

to split, ICBCallocates costs equally between Basic Insuranceand Optional insurance. Navigantfinds this to be reasonable.

243 Transaction Type: Material Damage Files — Customer Care

ICBC applies filecountas a proxy for purposes of allocating MD Files —Customer Care costs among Basic Insuranceand
Optional Insurance. Incases where liabilityis contentious anditis difficultto splitthe time spent, ICBC splits theclaim

count equally between BasicInsuranceand Optional Insurance. Navigantfinds this approachto bereasonable.

24.4 Transaction Type: Material Damage Files — Other

MD Files —Other relates to unidentified motorists involved in hitand run claims and uninsured motorists’ property damage

files. Navigantsupports the current ICBCallocation based on hit-and-run claims recorded.

ICBC- Independent Third Party Report
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25 Specified Allocation Functions

The Terms of Reference directs the ITP Reviewer to review four specific allocation functions:fraud management, call centre
department, chief underwriter, and field broker support. Navigant’s opinions onthese specified allocation functions areas

follows:

25.1 Fraud Management
Navigantconcludes that ICBC’s approach of usingthe weighted average of the RCC’s total claims and salvage Basic/Optional
ratios as a proxyis reasonable.

25.2 Call Centre department

Navigantconcludes that using newly opened exposures/volume as the allocator for the call centre department is the “most

realistic” measure, as newly opened exposures is afirstreportingor claimintakefunction.

253 Chief Underwriter

Navigantfinds the ICBC allocation methodology using premiums written based solely on coverages with the exception of
Professional Services and Other Operating budget to be the “most reasonable” approach for allocating the chief

underwriter costs.

254 Field Broker Support

ICBC uses work effort to allocate field broker support. Navigantconcludes this is the “most reasonable” approach for

allocatingthesecosts.

2.6 Industry Practices

Navigantnotes that ICBC asserts inits filings to the Commission thatits allocation methodology is consistentwith generally
accepted accounting principles, the U.S. National Association of Insurance Commissioners Issue Paper, Insurance Bureau of
Canada Expense Allocation Program, and where appropriatethe Public Automobilelnsurancelndustry of Canada. In
addition, Navigantnotes that the Pricewaterhouse Coopers, LLP (PWC) auditreport dated March 5, 2009 states that PWCis
of the opinionthat ICBCisincompliance,inall material respects, with the criteria for attributing revenues and costs to

Optional Insurance, Basic Insurance,and Non-Insurance.

Navigantreviewed the above principles/guidelines and the PWC report. Navigant agrees that the ICBC methodology is

appropriateandinlinewith these guidelines.

ICBC- Independent Third Party Report
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3.0 INDEPENDENT THIRD PARTY RECOMMENDATIONS

Navigantprovided its recommendations in Section 7.0 Recommendations for Future Regional Claim Centre Work Effort
Studies (ITP Report, pp. 15-17). Inthis Reasons for Decision, the Navigantrecommendations have been grouped into four

categories. The recommendations are summarized below alongwith any comment by ICBC and IBC.

3.1 Proposed Approach to Determine Work Effort Percentages

Given the focus shiftand changes in ICBC’s day to day business, Navigantrecommends that a more detailed costallocation
study should be undertaken inthe near future in a similar formto the 2002 Transaction Costing exercise. ICBCaccepts this
recommendation and proposes to startwork on a detailed work effort study in Fall 2010 for completion by Summer 2011

(ICBC Reply Submission, p. 3).

3.2 Updating, Oversight, and Transparency

Navigantrecommends that work effort percentages should be updated every 24 months and detailed studies should take
placewhen significantbusiness changes occur or ata minimum every 5 years. ICBC accepts this recommendation (ICBC

Reply Submission, p.2).

Navigantbelieves that Third Party oversightshould occur for the entire process but at a minimum for the actual work effort
study session. IBCinits submission appearsto endorse this recommendation when itnoted Navigant’s recommendation on
oversightand transparency (IBCSubmission, p.2). ICBC disagrees with the scope of Navigant’s ITP recommendation. 1CBC
submits that the added ITP participationinthework effort study should be value-added, efficient, and balanced againstthe
costto BasiclInsurancepolicyholders. ICBC proposes thatthe ITP attend the final meeting where the study group discusses

and validates the work effort percentages of a detailed work effort study (ICBC Reply Submission, p. 2).

Navigantrecommends that there should be more transparencyinall aspects of the studies. ICBC responds that a detailed

audittrail willbe maintained (ICBC Reply Submission, p. 2).

33 Proxy for Bodily Injury Exposures — Represented and Bodily Injury Exposures — Litigated

Navigantrecommends that ICBC should usethe same type of proxy and work effort methodology as used for Bl Exposures —
Represented and Bl Exposures — Litigated over $200,000 for those claims which appear to have exposure over $200,000 and

are being monitored or investigated for excess exposure, but settle below $200,000.
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IBC states that there should be some recognition that the claims mighthavesettied above $200,000 (IBC Submission, p. 2).
ICBC rejects this recommendation on the basis thatthe existing5 percent allocation to Optional Insurancealreadyincludes
afairmarginto accountfor the potential that adjusters consider thatsome claims may exceed the BasicInsurancepolicy

limits. ICBCdoes not trackfiles on this basisand claims thereis no practical means of doingso (ICBCReply Submission,

p. 2).

34 General Administrative Time

Navigantbelieves that general administrativetime should be separately considered when determining work effort for the
managerial group. Accordingly, Navigantrecommends that there should be a separatetransaction type for administrative
work not related to one of the ten existingtransaction types. ICBC believes that the existing ten transaction types should
be retained to avoid unnecessary complexity in the model. ICBC submits that the addition of this transaction type has no
material effect on the overall allocation, sinceadministrative workis relatively narrowand the overall RCCA would be used

to allocatethe proposed transaction type (ICBC Reply Submission, p. 3).

4.0 COMMISSION DETERMINATIONS

The Commission has reviewed the ITP Report and the submissionsfromIBCand ICBC. The Commission findings and

determinations are below.

IBCinits submission disagrees with the ITP Report and considers its terms of reference as too narrow. The Commission has
reviewed the Revised Terms of Reference dated February 20, 2009 approved by Order G-31-09. Order G-31-09 provides the
scope of the ITP review that the Commission approved. The Commission finds that Naviganthas conducted the ITP review

inaccordancewiththat Order.

Navigantfound the proxies and costallocation methodologyto be appropriate. Also, Navigant concludes that|CBC follows
industry practiceinits costallocation. Based onthe Navigant findings,the Commissionis satisfied the costallocation

methodology appropriately allocates costs to Basic Insurance and Optional Insurance.

Navigantrecommends that a more detailed study should be conducted inthe near future to determine work effort
percentages thatare fairand equitableand providefor a reasonableallocation of costs. Navigant proposes an approach to
determine work effort percentages, updates every 24 months, third party oversight,and transparency and detailed
documentation. The Commission agrees with these recommendations inprinciple. The Commission considersthatupdates

provideassurancethatthe allocation percentages remainvalid. Also,third party oversight provides assuranceto
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stakeholders and to the Commission that ICBC utilizes a proper and consistent methodology. The Commission further
considers thattransparency and detailed documentation allows futureupdates to be carried outina consistentand reliable
manner. For these reasons, the Commission determinesthat a more detailed study should be conducted in the near

future and that an ITP reviewer should be involved in the detailed study process.

The Commission directs ICBC to undertake the detailed work effort study with the ITP reviewer involved throughout the
planning stage of the detailed study and during the study group meetings to finalize work effort and proxy allocations.

The ICBC filing is to include a report from the ITP.

Navigantrecommends a further proxy method for Bl — Represented and Bl — Litigated as describedinsection 3.3 in this
Reasons for Decision. The Commission mustconsider the costof incurringadditional work and the benefits accrued from
that work. Presently, the Bl Exposures —Represented and Bl Exposures — Litigated is allocated 95 percent to Basic Insurance
and5 percent to Optional Insurance. As discussedinsection 2.4.1 inthis Reasons for Decision, this allocation on work
effort alreadyincorporates an additional margin of costs allocated to Optional Insurance. Recognizingthis extra margin, the
Commission does not believe that any further refined analysis would providea sufficientjustification to adjustthe 5
percent allocation to Optional Insurance. Therefore, the Commission declines toimplement Navigant's recommendation

on the additional proxy and work effort for Bl Exposures — Represented and Bl Exposures — Litigated.

Navigantrecommends a separatetransactiontype for administrativework. The Commission finds thatthere is littleadded
benefit to creating an eleventh transaction type for administrative work not related to one of the ten existingtransaction
types. The Commissionis satisfied thatsinceadministrativeworkis already capturedin the existing work effort allocation
process, a further refinement would not justify the additional costs to add another transaction type. Therefore, the

Commission declines to add an eleventh transaction type for administrative work.

The Commission agrees with both Navigantand ICBC that further work is required to undertake a detailed cost allocation
study. Recognizing the extensive work thatis required, the Commission accepts the proposed time lineproposed by ICBC

to complete the detailed work effort study with the Commission by Summer 2011.

ICBC is directed to file the detailed work effort study by September 1, 2011. Thereafter, an update of the detailed study
is to be filed within 24 months of a Commission Decision on that filing. In addition, another detailed study is to be filed

when significant business changes occur or, at minimum, within 5 years from September 1, 2011.

ICBC- Independent Third Party Report
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